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Atta che d is  the  S ta ff Re port for Arizona -Ame rica n Wa te r Compa ny, Inc.... Moha ve
Wa s te wa te r Dis trict's  a pplica tion for a n incre a s e  in its  curre nt hook-up fe e  ta riff. This  S ta ff
Re port wa s  origina lly docke te d on Augus t 13, 2007. Also a tta che d is  a  propose d orde r for this
matter to be  heard a t an Open Meeting in the  near future .

As s ta ted in the  original Staff Report, any interes ted party wishing to tile  comments
regarding the attached may tile  those cormnents with the Arizona Corporation Cornlnission's
Docket Control no later than noon on August 20, 2007.
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FRO M: Ernest G. Job
Dire cte r
Utilitie s  Divis ion
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DATE ; August 13, 2007

S TAFF REP ORT FOR ARIZONA~AI\4ERICAN WATER COMP ANY, INC. --
MO HAVE WAS TEWATER DIS TRICT'S AP P LICATION EOR AN
INCREAS E IN ITS  CURRENT HOOK~UP  FEE TARIEF (DOCKET NO. W-
0I303A~07-0407)

Atta che d is  the  S ta ff Re port for Arizona ~Ame rica n Wa te r Compa ny, Inc. Moha ve

S ta ff re comme nds  de nia l of the  Compa ny's  re que s t for a n incre a s e  in its  curre nt hook-up fe e
ta riff a nd de nia l of the  Compa ny's  re que s t for a n a ccounting orde r, S ta ff re comme nds  a
co n tin u a tio n  o f th e  Co mp a n y's  cu rre n t h o o k~u p  fe e  ta riff a lo n g  with  S ta ffs  a d d itio n a l
recommendations .

Any inte re s te d pa rty wishing to file  cotntne nts  re ga rding the  a tta che d S ta ff Re port ma y
ile  thos e  comme nts  with the  Arizona  Corpora tion Commis s ion's  Docke t Control no la te r tha n
noon on August 20, 2007.
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The  S ta ff Re port for A;rizona -Ame rica n Wa te r Compa ny, Inc. - Moha ve  Wa s te wa te r
Dis trict ("Compa ny"), Docke t No. W-01303A-07~0407, wa s  the  re s pons ibility of the  S ta ff
members  lis ted be low. S teven Olea  was  re spons ible  for the  his tory of hook-up fee s , Dacron W.
Ca rls on  wa s  re s pons ib le  fo r the  ba ckground  re vie w a nd  the  a ccounting  a na lys is  o f the
Compa ny's  a pplica tion. Ma rlin S cott, J r. wa s  re s pons ible  for the  e ngine e ring a nd te chnica l
ana lys is . Pedro Craves  was  re spons ible  for the  financia l ana lys is  of the  Company's  applica tion.
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EXECUTIVE SUMMARY
ARIZONA-AMERICAN WATER COMPANY, INC

MOHAVE WASTEWATER DISTRICT
DGCKET NO. W-01303A-07~0407

Arizona-American Water Company, Inc. - Mohave Wastewater District ("Company")
filed its request to increase its existing hook-up fee tariff on July 2> 2007. The Company
requests an increase in its existing hook-up fee tariff from 8785 per service lateral to $2,600 per
service lateral to fund 50 percent of the capital costs related to a wastewater treatment plant
expansion which results in an increase of $l,815> or 231.2 percent over the existing rate

Staff recommends denial of the request to increase the existing hook-up fee to $2,600
The existing hook~up fee is set at $785 per service lateral, regardless of the size of the service
lateral. Staff recommends that the hook-up fee remain at the existing 33785 rate for a four inch
service lateral. Staff recommends a graduated increase in the $785 rate for larger volumetric
service lateral sizes

The Company also requests an accounting order to allow it to accrue and recover both
post in service allowance for funds used during construction and depreciation expense on plant
not in rate base

Staff recommends denial of the request for an accounting order. The special accounting
treatments the Company seeks are inappropriate in this case

The Company requests that if its request for increase et hook-up fee and accounting order
are denied, in the alternative it requests a moratorium on new connections

Staff recommends denial of the moratorium request and that the Company be ordered to
continue and complete the wastewater treatment plant extension in a timely manner
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Arizona -Ame rica n Wa te r Compa ny, Inc
(Moha ve  Wa s te wa te r Dis trict)
Docke t No. W-01303A-07-0407
P a ge  l

In tro d u c tio n
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On J u ly 02 , 2007, Arizona -Ame rica n  Wa te r Compa ny, Inc. - Moha ve  Wa s te wa te r

ta riff with the  Arizona  Corpora tion Commis s ion ("Commis s ion"). On J uly ll, 2007, S ta ff file d
a  me mora ndum a nd re corrune nde d opinion a nd orde r ("ROO") re que s ting a n e xte ns ion of the
time  clock rule . S ta ff re que s te d a n a dditiona l 84 da ys  to pe rform a  comple te  a na lys is  of this
complex issue  and to a llow time  for unforeseen circumstances .

The  Compa ny's  a pplica tion re que s ts  a n incre a se  in its  curre nt hook~up fe e  to fund 50
pe rce nt of the  cos ts  of a  wa s te wa te r tre a tme nt pla nt e xpa ns ion. Additiona lly, the  Compa ny
re que s ts  a n a ccounting orde r a llowing it to (1) a ccrue  pos t-in-se rvice  a llowa nce  for funds  use d
during cons truction ("P~APUDC"), (2) re cove r P~A-FUDC in a n a cce le ra te d me thod, a nd (3) to
recove r deprecia tion expense  on the  was tewa te r tre a tment plant expans ion not ye t in ra te  ba se
through a n offs e t to contributions  in a id of cons truction. The  Compa ny a ls o promis e s  to file  a
ne w ra te  ca s e  by Ma y 31, 2008> in which it will re que s t inclus ion of 50 pe rce nt of the  a ctua l
expansion costs in ra te  base .

approva l, the  Company reques ts  a  mora torium on new connections . The  Company a sse rts  tha t
without the  reques ted approva ls , it will not be  able  to fund furthe r cons triction of the  was tewa te r
trea tment plant expansion.

Background

=
The  Compa ny is  a n Arizona  cla ss  "A" utility e nga ge d in the  bus ine ss  of providing wa te r

and was tewa te r se rvices . The  Company obta ined ownership of the  Mohave  Wastewa te r Dis trict
in its  purcha se  tra nsa ction for a ll of the  wa te r a nd wa s te wa te r sys te ms  in the  s ta te  of Arizona
owne d by Citize ns  Te le communica tions , inc. ("Citize ns"). Arizona -Ame rica n Wa te r Compa ny,

Ame rica n Wa te r Compa ny, Inc. is  the  la rge s t inve s tor-owne d wa te r/wa s te wa te r utility in the
United S ta tes .

The  current ra te s  have  been in e ffect s ince  May l, 2007, pe r Decis ion No. 69440. in fact,
the  Compa ny origina lly file d this  re que s t for a n incre a se  in its  hook~up fe e  ta riff unde r the  ra te
e a s e  Docke t No. WS -01303A-06-0014> which re s ulte d in De cis ion No. 69440 da te d Ma y l,
2007. Unfortuna te ly, the  Compa ny file d its  re que s t on Ma y 9, 2007. S ince  a  De cis ion ha d
a lre a dy be e n re nde re d in the  Docke t, S ta ff be lie ve d it wa s  too la te  to cons ide r the  la te -file d
increase  reques t. Afte r discuss ions  be tween the  Company and S ta ff, the  Company withdrew its
applica tion under Docke t No. WS-01303A-06-0014 and re -filed it under this  subject Docke t.
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Origin of Hook-up Fe e s

S ta ff s  re s e a rch s ugge s ts  tha t Off-S ite  Fa cilitie s  Hook-up Fe e  Ta riffs  ("hook-up fe e s ")
a uthorize d by the  Commiss ion we re  a  re sult of wha t wa s  firs t known a s  Fa cilitie s  Cons truction
Adva nce s  ("FCA"). FCAs  we re  ta riffs  a pprove d by the  Commis s ion to a llow a  wa te r a nd/or
wa s te wa te r utility to pa y for spe cific ba ckbone  pla nt (Ag , wells , s torage  tanks , trea tment plants ,
e tc.) to be  ins ta lled to se rve  new or future  cus tomers . As  the  title  implie s , FCAs were  advances ,
Le ., they were  to be  re funded over time .

S ubs e que ntly, the  Commis s ion conclude d tha t it proba bly wa s  unfa ir to re quire  s uch
ta riffs  to be  re fundable . The  primary reason was  tha t actua l utility cus tomers  (i.e ., the  cus tomers
a ctua lly be ing provide d the  utility s e rvice  a nd not the  de ve lope r tha t pa id the  FCA) would the n
be  pa ying twice  for the  pla nt be ing ins ta lle d with P CAs . The  firs t pa yme nt would be  the  FCA
its e lf, which is  us ua lly (if not a lwa ys ) include d in the  price  of the  home  by de ve lope rs . The
second payment would be  in ra te s  because  the  plant ins ta lled with FCAs would eventua lly be  in
ra te  ba se  whe n re funde d to the  de ve lope r a nd not the  a ctua l utility cus tome r. it wa s  due  to this
unfa irne s s  tha t hook~up fe e s  we re  de ve lope d. Hook-up  fe e s  a re  non re funda b le ,  Le . ,

The  primary reason tha t FCAs and hook~up fees  were  a llowed was to a id utilities  tha t had
difficultie s  obta ining funds  to ins ta ll backbone  plant to obta in such funds . The  hook-up fee s  can
e ithe r be  us e d dire ctly to pa y for s uch pla nt or the y ca n be  us e d to pa y off loa ns  obta ine d to
ins ta ll ba ckbone  pla nt. In a ddition, hook-up fe e s  a re  us ua lly e s ta blis he d to pa y for e s tima te d
cos ts  to se rve  a  typica l cus tomer and a re  expected to rema in in e ffect until the  utility is  built out
and a re  not tied to specific plant a s  FCAs origina lly were .

An a dde d be ne fit of hook-up fe e s  is  tha t the y re move  a  cha nce  for d is crimina tion
be twe e n de ve lope rs  re s ulting from diffe re nt .de ve lope rs  be ing cha rge d diffe re nt a mounts  for
s imila r ba ckbone  pla nt. The  Cornrnis s ion's  ma in e xte ns iona gre e rne nt rule s  a llow wa te r utilitie s
to cha rge  for backbone  plant when it is  necessa ry to se rve  a  new deve lopment. This  re sulted in
s ome  de ve lope rs  pa ying for ba ckbone  pla nt while  othe rs  pa id nothing for s uch pla nt. A utility
with an approved hook-up fee  is  required to cha rge  the  ta riff to a ll new deve lope rs , the re fore , a ll
new deve lopers  pay for the ir share of new backbone  plant required to se rve  the ir deve lopment.

in ra te  ba se . A11 things  be ing e qua l, a  lowe r ra te  ba se  re sults  in lowe r ra te s  to e nd-use rs . The
re a son the  tre a tme nt of hook~up fe e s  a s  ClACs  is  only a  "pos s ible " be ne fit a nd not a  de finite
be ne fit, de pe nds  on the  u tility its e lf. Ho o k-u p  fe e s  wo rk b e s t with  a  u tility th a t h a s  a
funda me nta lly sound ca pita l s tructure  a nd sufficie nt e quity. The re  a re  some  utilitie s  tha t ha ve

little  of the se  MXAs . The  re sult is  a  utility with mos t of its  pla nt lis te d a s  contributions  a nd the
utility ha ving little  or no ra te  ba s e . It is  S ta ff" s  opinion tha t s uch a  utility s hould not be  a
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ca ndida te  for s hook-up fe e . The  ris k to s ha re hclcie rs  (owne rs ) of a  utility with little  or no ra te
base  is  ve ry sma ll, s ince  little  or none  of the ir money is  tied up in the  utility.

Enginee ring  Ana lys is

S ta ffconcurs  with the  Compa ny in the  ne e d for e xpa ns ion of the  wa s te wa te r tre a tme nt
plant and the  es timated cos t to build tha t plant.

AAWC re que s ts  tha t the  Tre a tme nt P la nt Ava ila bility Fe e  be  se t a t $2,600 pe r ne w 5/8
inch wa te r~rne te r conne ction a nd gre a te r for la rge r volume tric me te r s ize s . In its  July 2, 2007
filing, the  Compa ny file d its  hook-up fe e  incre a s e  re que s t us ing a n old l1ook~up fe e  ta riff
te mpla te . On J uly 19, 2007, the  Compa ny, through a n (Dpe n Me e ting ite m oppos ition, file d a
revised hook~up fee  tariff request using Staff" s  updated template .

Accounting Ana lys is

Although it is  not mentioned in the  heading of its  applica tion, the  Company is  reques ting
a n  a ccounting  orde r a long  with  its  re que s t for a n  incre a s e  in  its  hook-up  fe e  ta riff The
Compa ny's  spe cific a ccounting re que s ts  a re ; "l) Re cove r, e a ch month, pos t in~se rvice  AFUDC
on the  in~recovered plant ba lance  through recognition of hook-up fees  of a  like  amount in Othe r
Income  a nd 2) Re cove r, e a ch month, de pre cia tion e xpe ns e  on pla nt not in ra te  ba s e  through
recognition of an offse tting equa l amount of amortiza tion of ava ilable  contribution."

It appea rs  tha t the  Company is  unde r the  mis taken be lie f tha t P -AFUDC is  a  norma l ra te
ma king cos t a ccounting function. The  Na tiona l As s ocia tion of Re gula tory Commis s ione rs
("NARUC") Uniform S ys te m of Accounts  ("US OA") doe s  re cognize  AFUDC (a ccount numbe r
420) a s  a  nonna  compone nt of pla nt cos ts , howe ve r, the  US OA ins tructions  re quire  tha t the
a ccrua l of AFUDC ce a s e  whe n pla nt is  pla ce d in s e rvice . Additiona lly, de pre cia tion e xpe ns e
(a ccount numbe r 403) is  a ls o a  norma l ope ra ting e xpe ns e , howe ve r to a llow de fe rra l of this
expense a lso requires special circumstances.

This  Commis s ion ha s  utilize d the  conce pt of P -AFUDC a nd de fe rra l of de pre cia tion
e xpe ns e  on ra re  occa s ions  whe n s pe cia l or ve ry unus ua l circums ta nce s  wa rra nt its  us e , For
ins ta nce , AAWC .- P a ra dis e  Va lle y Wa te r Dis trict wa s  a uthorize d to utilize  P -AIFUDC a nd
deferra l of ce rta in deprecia tion expenses  in Decis ion No. 68303, da ted November 14: 2005. This
case  a llowed the  Company to invest s ignificant capita l costs  associa ted with public sa fe ty and the
associa ted increase  in fire  flows . Because  the  capita l cos ts  were  not a ssocia ted with the  nonna
re quire me nts  of the  Compa ny's  obliga tion to  provide  wa te r s e rvice s  to  its  cus tome rs , the
Commission authorized this  very specia l trea tment in tha t case .

1
l Application, Page 4, lines  21~22.
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Anothe r e xa mple  in which the  P -AFUDC conce pt wa s  utilize d is  in a  pe nding ma tte r
AAWC .- Agua  Fria  Wa te r Dis trict, Docke t No. WS -01303A-05-0718. No RO() or De cis ion ha s
ye t been issued in this  ca se  rega rding the  White  Tanks  Wate r Trea tment Prob act, however Staff
ha s  re comme nde d the  use  of P ~AFUDC in this  ca se because of the  s ize  of the  proje ct ($l33
million) a nd a dditiona lly ha s  re comme nde d tha t contributions  from hook-up fe e s  fund 100
pe rce nt of this  proje ct, a s  re que s te d by the  Compa ny. Furthe r, this  proje ct is  curre ntly be ing
pla nne d without the  Compa ny's  origina l pa rtne r, Ma ricopa  Wa te r Dis trict who ha s  re move d
its e lf from the  pro je ct. The  proje ct will ha ve  e xce s s  ca pa city to  the  ne e ds  of its  curre nt

pla nt ca pa city to othe rs , so tha t the re  is  a n ove ra ll be ne fit to the  de ve lopme nt a re a  be yond the
curre nt CC&N a re a 's  ne e ds . For the s e  re a s ons , S ta ff cons ide rs  this  proje ct ve ry s pe cia l a nd
unusua l

The  a ccounting tre a tme nt tha t the  Compa ny re que s ts , in this  ca s e , is  not re s e rve d for
o n ly,  a n d /o r a n y o f AAWC's  d is tric ts . This  Commis s ion ha s  utilize d the s e  a ccounting
trea tments  sparingly. The  wastewater trea tment plant expansion is  not unusua l, is  not specia l and
conve rse ly, is  a  norma l re quire me nt of the  ope ra tion of a  utility in a  growth CC8cN a re a . S ta ff
ca nnot re comme nd va ria nce s  from s ta nda rd ra te ma king a ccounting s ta nda rds  without the
exis tence  of extenua ting circumstances , which do not exis t in this  case

In S ta ffs  a na lys is  of the  Compa ny's  propos e d re cove ry of the  a ccounting tre a tme nts
S ta ff note s  tha t the  Compa ny re que s ts  a n a cce le ra te d re cove ry a nd long a mortiza tion tha t will
cos t those  hook-up fee  contributors , not $1.96 million (50 pe rcent of the  project cos ts ) but more
like ly, a pproxima te ly $3.9 million ove r time . The  Compa ny s hould not be  a llowe d to re cove r
the se  "accounting" cos ts  for the  funding of plant expans ions  tha t it is  required to fund a s  pa rt of
its  obliga tion to se rve

Sta ff would a lso point out tha t the  previous ly mentioned pending case , "the  White  Tanks
Wa te r Tre a tme nt P roje ct", ha s  the  pote ntia l to cre a te  $133 million of pla nt, e ntire ly funde d by
contributions  which will e e ita inly e xa ce rba te  the  Colnpa ny's  a bility to ma inta in a  ba la nce d
capita l s tructure , which has  been an on-going problem for AAWC

S ta ff re comme nds  de nia l of the  Compa ny's  re que s t for the  a ccounting tre a tme nts
associa ted with the  subj act applica tion for an increase  in its  exis ting hook-up fee  ta riff

Fina ncia l Ana lys is

Proposed Hook- Up Fee

De cis ion No. 69440, da te d Ma y l, ZG07> a uthorize d a  Tre a tme nt P la nt Ava ila bility Fe e
per new cemiection of 86785
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The  Compa ny e xpe cts  tha t the  e xpa ns ion of the  e xis ting Wis hing We ll Wa s te wa te r
Tre a tme n t P la n t ("Wis h ing  We ll") will a llow fo r a pp roxima te ly 1 ,500  a dd itiona l s e rvice
connections . He nce , unde r AAWC's  p ropos a l,  the  Compa ny will co lle c t a pp roxima te ly
$3,900,000 ($2,60() * l,500) in Contributions  in Aid of Cons truction ('"ClAC").

Una udite d Fina ncia ls

S ta ff based its  ana lys is  on in-audited financia l s ta tements  for the  yea r ending 2006_ The
Compa ny inborne d S ta ff tha t the re  will be  no me a ningful diffe re nce  from tha t of the  a udite d
fina ncia ls  which will be  provide d to S ta ff once  the y a re  a va ila ble . The  Compa ny e xpe cts  to
rece ive  audited financia ls  on August 10, 2007.

S ta ffs  a na lys is  is  illus tra te d  on  S che dule  P mc-l. Column [A] re fle cts  AAWC's  un-
a udite d fina ncia l informa tion for the  ye a r e nde d De ce mbe r 31, 2006. Column [B] pre se nts  pro
forma  fina ncia l inoomia tion tha t modifie s  Column [A] to include  the  propos e d $3.9 million of
CIAC.

Capita! Slfruczfure

te rm debt plus  common equity) is  composed of 5.7 pe rcent short~te riri debt, 58.3 pe rcent long-
te rm de bt a nd 36.1 pe rce nt e quity. Whe n including a dva nce s  in a id of cons truction ("AlAC")
and ne t CIAC, the  Company's  capita l s tructure  is  composed of 3.5 pe rcent short-tenn debt, 36.0
pe rce nt long-te rm de bt, 22.3 pe rce nt e quity, 31.9 pe rce nt AIAC a nd 6.3 pe rce nt ne t CIAC. The
curre nt ba la nce  of e quity is  a pproxima te ly $125.9 million. In contra s t, the  curre nt ba la nce  of
AIAC plus  ne t CIAC is  a pproxima te ly $216.1 million. In  this  s ce na rio , AIAC a nd ne t CIAC
funding repre sents  38.2 pe rcent of tota l capita l (cornrnon equity, she :rt~te rm debt and long-tew
de bt), inclus ive  of AIAC a nd ne t CIAC. Whe n including the  CoMpa ny propose d hook-up fe e s ,
the  ra tio  o f AIAC a nd  ne t CIAC of to ta l ca p ita l (inclus ive  of AIAC a nd  ne t ClAC) is  38 .7
percent.

S ta ff typica lly re comme nds  tha t combine d AIAC a nd ne t CIAC funding not e xce e d 30
pe rcent of tota l capita l, inclus ive  of AIAC a nd ne t ClAC, for priva te  and inves tor owned utilitie s .
Furthe rmore , for a  utility with access  to the  capita l marke ts , S ta ff typica lly recommends  a  capita l
s tructure  with a  minimum of 40 pe rce nt e quity of tota l ca pita l (s hort-te nn de bt plus  long-te rm
de bt plus  common e quity) a s  a ppropria te  to provide  a  ba la nce  of cos t a nd fina ncia l ris k for
regula ted utilities  and ra tepayers ,

1

Reasonableness of hook-upfees

The reasonableness of a hook-up fee request should be evaluated on a case~by-case basis.

J
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In orde r to a tta in S ta ffs  minimum e quity pe rce nta ge  re comme nda tion of 40 pe rce nt of
to ta l ca pita liza tion it would be  a ppropria te  for the  Compa ny to  is s ue  or infus e  e quity. In
a dd ition , in  o rde r fo r AAWC to  a tta in  a nd  ma in ta in  a n  a ppropria te  ca p ita l s truc tu re  it is
funda me nta l tha t s ubs idie s  be twe e n Dis tricts  not occur, Any a uthoriza tion of hook-up fe e s
would re sult in an implicit subs idy be tween dis tricts

Typica lly, the  advantages  and disadvantages  of the  va rious  le ads  and lags  pe rta ining to
the  ra te -making process  tend to provide  a  ba lance  tha t is  equitable  to inves tors  and ra tepaye rs
Howe ve r, a ny imba la nce  is  ma gnifie d by la rge  va ria nce s  from norma l a ctivity. Accordingly
some  projects  may have  the  potentia l to introduce  a  s ignificant imba lance  due  to the ir re la tive ly
la rge  s ize . In this  case , the  magnitude  of the  required Wishing Well expansion does  not have  the
pote ntia l to  introduce  a  s ignifica nt imba la nce  to the  norma l ra te -ma king proce s s  due  to its
re la tive ly s ma ll s ize

In ge ne ra l, look~up fe e s  re cognize d a s  CIAC a re  a  de duction in the  ca lcula tion of ra te
ba s e  a nd pla nt-in-s e rvice  is  a n a ddition in the  ca lcula tion of ra te  ba s e . The  Wis h ing  We ll
expansion has  an anticipa ted in-se rvice  da te  of December, 2007. Therefore , any subsequent ra te
case  will include  the  Wishing Well expans ion inves tment in the  ca lcula tion of ra te  base  and ra te
base  would be  reduced by the  excess  of the  CIAC over the  plant additions . If the  Company were
to file  a  ra te  ca se  shortly a fte r the  Wishing We ll expans ion inves tment is  in se rvice , mos t of the
expansion project would be  included in ra te  base , regardless  of the  hook~up fee  amount. Hence
the re  is  a  poss ible  scenario, where  a  utility se rvice  provide r may tile  a  ra te  case  when most plant
(la te r to be  re cove re d through CIAC) is  in se rvice , e a rn a  re turn on such inve s tme nt a nd a t the
sa me  time  continue  to colle ct CIAC. Accordingly, S ta ff would like  to note  tha t, a lthough one  of
the  perce ived goals  of implementing hook~up fees is  to ameliora te  ra te  impact, hook~up fees may
not a lways  be  e ffective  in doing so. in fact, sa id hook-up fees  may be  de trimenta l to current ra te
payers

Due  to the  high ra tio of curre nt AIAC a nd ne t CIAC to tota l ca pita l a nd the  high ra tio of
the  propos e d tiindin8 from hook-up fe e s , AIAC a nd ne t CirC to tota l ca pita l, it would not be
a ppropria te  for the  Commis s ion to  a uthorize  the  hook-up fe e s  in  this  ca s e . Accordingly
a uthoriza tion of hook-up fe e s  s hould come  with s uita ble  conditions  to e ns ure  a  re a s ona ble
balance  is  mainta ined between the  Company and ra tepayer interests , across the  various districts

Staff agrees  tha t hook-up fees  should be  grea ter for la rger volumetric service  la te ra l s izes
hence , S ta ff recommends the  following hook-up fees

l l l l

l l l l l l



Treatment Plant Availability Hook-Up Fee

Service Lateral Size Facto r Fee ($)

4-inch 1 785

6~inch 2.25 1 ,770

8-inch 4 3,140

10-inch and larger 6.25 4,910

Arizona -Ame rica n Wa te r Compa ny, Inc.
(Moha ve  Wa s te wa te r Dis trict)

Page 7

Open Meeting Discussion

pre se nta tion in which he  ma de  ce rta in s ta te me nts  tha t S ta ff be lie ve s ,
At the  July 24> 2007 Ope n Me e ting, the  pre s ide nt of AAWC, Mr. Pa ul Tows le y, ma de  a

, ne e d cla rifica tion. S ta ff
ha s  a ske d the  Compa ny to a lso file  its  own cla rifica tion in this  Docke t, re ga rding ce rta in figure s
me ntione d by Mr. Tows le y in his  pre se nta tion.

Mr.  Tows le y to ld  the  Commis s ion  tha t AAWC ha s  inve s te d  ove r $335  million  in
Arizona  bu t ha s  on ly 58149  million  curre n tly re cogn ize d  in  ra te  ba s e . Tha t le a ve s  a n
unrecognized ba lance  of ove r $186 million not ea rning a  re turn. S ta ff a sked the  Company to tile
in this  Docke t, a  clea re r picture  as  to wha t investments  the  unrecognized $186 million represents ,

On lily 31, 2007> S ta ff re ce ive d a  cla rifica tion of the  a fore me ntione d a mounts  a nd this
documenta tion has  a lso been docke ted by the  Company, so tha t a ll inte res ted parties  can review
the  informa tion. S ta ff note s  jus t three  amounts  make  up the  tota l of $184.6 million of exclus ions
from ra te  ba se  tha t the  Compa ny cla ims  in its  cla rifica tion. The  Compa ny de scribe s  the se  a s :
"39121.5  million for lrnpute d AIAC & ClAC in  te mpora ry e xclus ion ra nging from 6.5  to  10
ye a rs , $29.3 million for Acquis ition pre mium in pe rma ne nt e xclus ion from ra te  ba se , a nd $33.8
million for Pos t te s t yea r plant in regula tory lag on many comple ted projects ."

It should be  noted tha t the  firs t two amounts  tota ling $150.8 million (or 82 pe rcent of the
to ta l $ 1 8 4 .6  m illio n ) a re  d ire c tly re la te d  to
wa te r/wa s te wa te r utility prope rtie s  in Arizona . As  pe r the  De cis ion a uthorizing the  a cquis ition,
De cis ion No. 67093, AAWC re cognize d $112,6 million in re gula tory AIAC to be  a mortize d ove r
a  s ix and one -ha lf yea r pe riod from 2002 through 2008. AAWC a lso recognized $1 l .6 million in
regula tory CIAC to be  amortized ove r a  ten yea r pe riod from 2002 through 201 l. These  imputed
AIAC a nd CIAC a mounts  tota l $124.2 million a s  of De ce mbe r 31, 2001. AAWC re fle cts  the
a mount not curre ntly in ra te  ba s e  a s  $121.5 million. S ta ff doe s  not dispute  tha t a mount but
wishe s  to point out tha t the  una mortize d ba la nce  for the  impute d AIAC is  3819.4 million a s  of
Ma y 31, 2007, a nd for the  impute d CIAC is  $5.3 million a s  of Ma y 31, 2007, for a  tota l of $24.7
million. The re fore , the  a mortize d diffe re nce  be twe e n the  Compa ny's  $121 .5 million a nd S ta ffs
$24.7 million, or $96.8 million is  currently e ligible  to be  included in any ra te  ba se  ca lcula tions  in
any current ra te  case  tiling, depending on its  te s t yea r. Of course , the  filing of its  ra te  cases  and
the  test year used is  a t the  discre tion of AAWC.
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S ta ff note s  tha t in the  Compa ny's  la s t thre e  ra te  ca s e  a pplica tions , it ha s  re que s te d
a cce le ra te d a mortiza tions  of the  impute d AlACk a nd CIA Cs . Howe ve r, both the  Re s ide ntia l
Utility Cons ume r's  Office  ("RUCK") a nd S ta ff ha ve  re comme nde d de nia l of a ny a cce le ra tion.
The  fa c t is ,  the  a inortiza tions  a re  occurring  jus t a s  in te nde d  by th is  Connnis s ion , whe n
authorized in Decis ion No.67093, and need no acce le ra tion.

The  s e cond a mount lis te d in the  cla rifica tion is  the  $29.3 million a cquis ition pre mium
and is  noted a s  be ing in pe rmanent exclus ion from ra te  base . S ta ff would accept tha t description
b u t wo u ld  re co mme n d  th a t th is  ite m b e  p e rma n e n tly re mo ve d  fro m a n y fu tu re  re tu rn
ca lcula tions . While  AAWC did spe nd tha t mone y in the  a cquis ition, it a lso a cknowle dge s  tha t it
will neve r rece ive  ra te  base  recognition and, the re fore , no ra te  of re turn. It is  inappropria te  of the
Compa ny to include  this  numbe r in a ny dis cus s ion/pre s e nta tion of ra te  ba s e  or ra te  of re turn
a ga ins t a n a mount of inve s tme nt in which it e xpe cts  no inclus ion in ra te  ba s e  a nd no ra te  of
re turn. S ta ff note s  he re  tha t whe n the  a cquis ition wa s  comple te d, the  e s tima te d a cquis ition
pre mium wa s  a pproxima te ly $71.5 million. S ta ff be lie ve s  tha t a pproxima te ly $42.2 million of
the  $71.5 million wa s  re cla s s ifie d to goodwill a nd pa rtia lly a mortize d. S ta ff be lie ve s  tha t the
Company's  outs ide  accountants  found impairment in, a t leas t some of, the  amounts  be ing ca rried
by the  Company and ins tituted write -offs  of the  impa ired amounts  .

The  third a mount lis te d in the  cla rifica tion is  the  $33.8 million pos t te s t ye a r pla nt a nd is
note d a s  re sulting from re gula tory la g. S ta ff finds  it confus ing tha t the  Compa ny use s  the  te rm
post te s t year plant because  tha t is  usua lly the  description for plant tha t the  Company a ttempts  to
include  in te s t ye a r ca lcula tions  in its  ra te  ca se s . Mos t, if not a ll, of the  Compa ny's  ra te  ca se s
include  post te s t year plant inclus ion requests . In any case , S ta ff be lieves  this  number represents
plant inves tments  awa iting the  "next" ra te  ca se  tiling tha t was  not included in the  prior ra te  ca se
or wa s  built a fte r inclus ion wa s  pos s ible  in the  prior ra te  ca se . This  is  wha t mos t utilitie s  ha ve
when plant additions  a re  necessary be tween ra te  cases , is  not unusua l, and is  usua lly on-going in
the  bus iness  cycle  of utilitie s . The re  is  a  long his tory in regula tion and this  Commiss ion a s  to the
va ga rie s  of re gula tory la g, howe ve r it is  S ta ffs  be lie f tha t the re  ca n be  a s  ma ny be ne fits  for the
utility in regula tory lag a s  the re  a re  de triments  for the  utility.

In a ddition to the  a bove , Mr. Tows le y a ls o ma de  the  s ta te me nt tha t AAWC los t ove r
$24 million  la s t ye a r in  Arizona . While  the s e  figure s  pa int a  ble a k inve s tme nt picture  for
AAWC, S ta ff be lie ve s  a  close r look offe rs  a  more  re a lis tic inte rpre ta tion of those  figure s . S ta ff
be lie ve s  tha t a t le a s t $20 million, of the  $24 million, re pre se nts  write -offs  of impa ire d a mounts
ide ntifie d by the  Compa ny's  outs ide  a ccounta nts , a s  me ntione d e a rlie r in this  Re port. Furthe r,
the  Company is  ca rrying a  la rge  amount of debt re la ted to the  acquis ition of the  Citizens ' utilitie s
tha t is  dire ctly a ffe cting the  profita bility of AAWC, s o S ta ff doe s  not be lie ve  tha t AAWC is
los ing money in Arizona  when a ll of the  pertinent and re levant factors  a re  considered,

De cis ion No. 67093 is  ne ce ssa ry to fully unde rs ta nd the  a fore me ntione d is sue s . S ta ff be lie ve s
tha t most of the  current management of AAWC was  not employed by the  Company in 2001 and
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tha t ma y e ve n hold true  for its  pa re nt. This  Commis s ion we nt to gre a t le ngths  during the
a cquis ition of the  Citize ns ' wa te r/wa s te wa te r utilitie s  to prote ct Arizona  ra te pa ye rs , Arizona
utilitie s  a nd the ir infra s tructure , a s  we ll a s  the  na ture  growth of Arizona . The  $124.2 million of
impute d AIAC a nd CIAC wa s  not a ny kind of purcha s e  pe na lty invoke d by this  Commis s ion.
Re gula tory a ccounting doe s  not a llow for the  tra ns fe r of AlACs  a nd CIA Cs  in the  s a le  of a
utility, s o the  impute d AIACs  a nd CiACs  re pre s e nt the  inve s tme nt tha t Arizona  cus tome rs  put
in to  the  Citize ns  u tilitie s  p la n t tha t AAWC purcha s e d . This  Commis s ion ma de  s ure  tha t
inve s tme nt d id  not d is a ppe a r a s  ca pita l ga in  in  Citize ns ' corpora te  pocke t. Furthe r, th is
Commis s ion did not rule  out cons ide ring a n a cquis ition a djus tme nt in De cis ion No. 67093. The
conditions  se t Hy this  Commiss ion for cons ide ra tion of a n a cquis ition a djus tme nt we re  fa ir a nd
re a s ona ble  but AAWC ha s  not, to  da te , ma de  a ny re que s t for inclus ion of a n  a cquis ition
a djus tme nt for a ny of the  Citize ns ' utilitie s .

S ta ff Re comme nda tions .

S ta ff recommends denia l of the  Company's  request to increase  its  hook-up fee  ta riff.

S ta ff further recommends denia l of the  Company's  request for an accounting order.

Staff further recommends adoption of the  above mentioned graduated hook-up fees based
on se rvice  la te ra l s ize  and beginning with the  exis ting ra te  of $785 for a  4 inch se rvice  la te ra l.

S ta ff furthe r recommends  denia l of the  Company's  reques t for a  mora torium and tha t the
Company be  orde red to continue  and comple te  its  trea tment plant expans ion in a  time ly ma ie r.
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31.7%319% $180,482

$125,873

$180,482Advances in Aid of Construction ("AIAC")
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100.0%$348,978Total Capital

Arizona~Americar\ Water Company
Docket No. W-01303A~07~0407
Application for a hook-up fee increase
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12/31/2006 (00O'$)
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Pro Forma (000's)

1
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Capita! Structure (inclusive of AIAC and GIAC)

AIAC and CIAC Funding Ratio 4 38.2% 38.7%
(9*11)/(13)

16
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20
21
22
23
24
25
25
27
28
29
30
31
32
33
34
35

Capital Structure

1 Column [A] is based on unaudited zoos financial statements for the year ended December 31, 2005.

2Column [B] is Column [A] modified to include the proposed CIAC of $3.90 million,

3 Net GIAC balance.

4 Staff typicallyrecommends that combined AIAC and rel CIAC funding not exceed 30 percent of total capital, inclusive of AIAC and net CIAC,

for private and investor owned utilities.

S1/'AR/AAWC 07-0407 PMC (2lxls/smeaule plvIc~1 Unaudited 7-30-7
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Treatment Plant Avaiiabitity Hook Up Fee

8-inch 4 853,140

10 inch and Larger 6.25

Service Lateral Size Factor Total Fee

4-inch 1 $785

63-inch 2.25 $1,770

Original SHEET NO.
SHEET NO

Cb
Arizona-American Water Company

(Name of Company)
Mohave Wastewater District

(Name of Service Area)

OFF-SlTE FAClLlTlES HOOK-UP FEE
(Revised Treatment Plant Availability Fee TPA ~1 for Wishing Well System)

Purpose and Applicability

The purpose of the off-site facilities hook-up fees payable to Arizona-American Water Company ._ Mohave Wastewate
District ("the Company") pursuant to this tariff is to equitably apportion the costs of constructing additional off-site facilities:
to provide wastewater treatment plant facilities among all new service laterals. These charges are applicable to all rev
service laterals established after the effective date of this tariff. The charges are one~time charges and are payable as z
condition to Company's establishment of service, as more particularly provided below.

Definitions

Unless the context otherwise requires, the definitions set forth in R44-2-601 of the Arizona Corporation Commission*
("Commission") rules and regulations governing sewer utilities shall apply interpreting this tariff schedule.

"Applicant" means any party entering into an agreement with Company for the installation of wastewater facilities to serve
new sen,/ice laterals, and may include Developers and/or Builder of new residential subdivisions.

"Company" means Arizona-AmericanWater Company -- MohaveWastewater District.

"Collection Main Extension Agreement" means any agreement whereby an Applicant, Developer and/or Builder agrees to
advance the costs of the installation of wastewater facilities to the Company to serve new service laterals, or install
wastewater facilities to serve new service laterals and transfer ownership of such wastewater facilities to the Company,
which agreement does not require the approval of the Commission pursuant to AAC. R-14-2-606, and shall have the
same meaning as "Wastewater Facilities Agreement".

"Off-site Facilities" means the wastewater treatment plant, sludge disposal facilities, effluent disposal facilities and related
appurtenances necessary for proper operation, including engineering and design costs. Offsite facilities may also include
lift stations, transportation mains and related appurtenances necessary for proper operation if these facilities are not for
the exclusive use of the applicant and benefit the entire wastewater system.

"Service Lateral" means and includes all service laterals for single-family residential or other uses.

Off-Site Facilities Hook-up Fee

For each new service lateral, the Company shall collect an off-site facilities hook-up fee derived from the following table:

L
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Original SHEET NO,
SHEET NO_.

Cb

Arizona-American Water Company
(Name of company)

Mohave Wastewater District
(Name of Service Area)

IV. Terms and Conditions

(A) Assessment of One Time Off-Site Facilities Hook-up Fee: The off-site facilities hook-up fee may be assessed
only once per parcel, service lateral, or lot within a subdivision (similar to a service lateral installation charge).

(B) Use of off-site Facilities Hook-up Fee: Off-site facilities hook~up fees may only be used to pay for capital items of
off~site facilities, or for repayment of loans obtained for installation of off-site facilities. Off~site hook-up fees shall not be
used for repairs, maintenance, or operational purposes.

(C) Time of Pavement;

(1) In the event that the person or entity that wit! be constructing improvements ("Applicant", "Developer" or "Builder")
is otherwise required to enter into a Collection Main Extension Agreement, payment at the fees required
hereunder shall be made by the Applicant, Developer or Builder when operational acceptance is issued for the on-
site wastewater facilities constructed to serve the improvement.

(2) in the event that the Applicant, Developer or Builder for service is not required to enter into a Collection Main
Extension Agreement, the charges hereunder shall be due and payable at the time wastewater service is
requested for the property,

(D) Off»Site Facilities Construction By Developer: Company and Applicant, Developer, or Builder may agree to
construction of off-site facilities necessary to serve a particular development by Applicant, Developer or Builder, which
facilities are then conveyed to Company, In that event, Company shall credit the total cost of such of*f~site facilities as an
offset to off-site hook-up fees due under this Tariff. If the total cost of the off-site facilities constructed by Applicant,
Developer or Builder and conveyed to Company is less than the applicable off-site hook-up fees under this Tariff,
Applicant, Developer or Builder shall pay the remaining amount of off-site hook-up fees owed hereunder.

(E) Failure to Pay Charges, Delinquent Pavments: The Company wilt not be obligated to provide wastewater service
to any Developer, Builder or other applicant for service in the event that the Developer, Builder or other applicant for
service has not paid in full all charges hereunder. Under no circumstances will the Company connect service or otherwise
allow service to be established if the entire amount of any payment has not been paid.

(F) Off-Site Hook-Up Fees Non-refundable: The amounts collected by the Company pursuant to the off-site facilities
hook-up fee tariff shall be non~refundable contributions in aid of construction.

(G) Use of Off-Site Hook-Up Fees Received; All funds collected by the Company as off~site facilities hook-up fees
shall be deposited into a separate interest bearing trust account and used solely for the purposes of paying for the costs of
off-site facilities, including repayment of loans obtained for the installation of off-site facilities.

(H) Off-Site Facilities Hook-up Fee in Addition to On-site Facilities: The off-site facilities hook~up fee shall be in
addition to any costs associated with the construction of on-site facilities under a Collection Main Extension Agreement,

(I) Disposition of Excess Funds: After all necessary and desirable off-site facilities are constructed utilizing funds
collected pursuant to the off-site facilities hook-up fees, or if the oft~site facilities hook-up fee has been terminated by order
of the Arizona Corporation Commission, any funds remaining in the trust shall be refunded. The manner of the refund
shall be determined by the Commission at the time a refund becomes necessary.

(J) Status Reporting Requirements to the Commission: The Company shall submit a calendar year Off-Site Facilities
Hook-Up Fee status report each January 31 S to Docket Control for the prior twelve (12) month period, beginning January
31, 2008, until the hook-up tee tariff is no longer in effect. This status report shall contain a list of all customers that have
paid the hook-up fee tariff, the amount each has paid, the amount of money spent from the account, the amount of interest
earned on the tariff account, and a list of all facilities that have been installed with the tariff funds during the 12 month
period.
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BY THE COMMISSION :

On July 2, 2007, Arizona-American Water Company ("AAWC" or "Company") filed an

application for an increase in its current hook-up fee tariff in its Mohave Wastewater District

("Mohave"), Docket No, W-01303A-07-0-07, with the Arizona Corporation Commission

("Commission"). AAWC also requests in this application that the hook-up fee be used to partially

fund (50 percent) the costs related to its Mohave treatment plant expansion currently under

construction. Further, AAWC requests an accounting order authorizing 1) the accrual of post in

service allowance for funds used during construction ("P-AFUDC"), 2) recovery of P-AFUDC in

an accelerated method, and 3) recovery of depreciation expense on the wastewater treatment plant

not in rate base through an offset to contributions in aid of construction ("CIAC"). Additionally,

AAWC would tile a new rate case for Mohave on or before May 31, 2008, which would reflect the

inclusion in rate base of 50 percent of the actual costs related to the treatment plant expansion.

28



P a ge  2 Docke t No. W-01303A-07-0407

1

2

Fa iling the  Commis s ion's  time ly a pprova l of the  a fore me ntione d ite ms , AAWC re que s ts

approva l of a  mora torium on new cus tomer hook-ups  for Mohave .

On Augus t 13, 2007, S ta ff file d its S ta ff Re port in  this  ma tte r with the  Commis s ion 's

4 Docke t Control. S ta ff concurs  with AAWC in its  ne e d for the  e xpa ns ion of the  wa s te wa te r

3

5

6

7

9

1 0

1 1

1 2

1 3

1 5

16

trea tment plant and the  estimated cost to build tha t plant.

S ta ff re comme nds  de nia l of AAWC's  re que s t to incre a se  its  hook-up fe e  from the  curre nt

$785 pe r se rvice  la te ra l to $2,600 pe r se rvice  la te ra l. S ta ff recommends  tha t the  current $785 ra te

8 be  ma inta ine d for the  four inch s e rvice  la te ra l. S ta ff be lie ve s  tha t the  hook-up fe e  s hould be

gre a te r for la rge r volume tric se rvice  la te ra l s ize s . Those  re comme nde d fe e s  a re : s ix inch $l,'/70,

e ight inch $3,l40, and ten inch or la rge r $4,910.

S ta ff re comme nds  de nia l of AAWC's  a ccounting orde r re que s ts . S ta ff be lie ve s  tha t the

accounting trea tments  tha t AAWC requests  a re  extraordinary and should only be  considered when

extenua ting circumstances  exis t. S ta ff be lieves  tha t the  wastewate r trea tment plant expansion tha t

14 is  the  s ubje ct of this  tiling is  not unus ua l or e xtra ordina ry a nd s hould be  funde d without a ny

specia l accounting trea tments  as  pa rt of AAWC's  obliga tion to se rve .

S ta ff re comme nds  de nia l of AAWC's  re que s t for a  mora torium a nd furthe r re comme nds

17 tha t AAWC be  ordered to comple te  its  Mohave  trea tment plant expansion in a  timely manner.

* * * *1 8 * * * * * =l<

19 Ha ving cons ide re d the  e ntire  re cord he re in a nd be ing fully a dvis e d in the  pre mis e s , the

20 Commission finds, concludes, and orders  tha t:

21 FINDINGS  OF FACT

22

23

25

AAWC is  a  Cla ss -A regula ted wa te r/was tewa te r utility which se rves  approxima te ly

131,000 customers  throughout the  s ta te  of Arizona  pursuant to various  ce rtifica tes  of convenience

24 and necessity granted by the  Commission to the  Company and its  predecessors in interest.

The  Compa ny's  re que s t in this  docke t pe rta ins  only to the  Compa ny's  Moha ve

26 wa s te wa te r dis trict, whe re  the  Compa ny provide s  wa s te wa te r s e rvice  to a pproxima te ly 1,200

customers. The  Compa ny is the  wa te r provide r to a ny of its  Moha ve  wa s te wa te r dis trict27 not

28 customers.

2.

1 .
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1

2

3

4

5

6

7

The  Company seeks  an increase  in its  exis ting hook-Up fee  ta riff and an accounting

orde r in this  filing authorizing the  de fe rra l of capita l cos ts  and expenses  it expects  to incur be fore

these  cos ts  can be  recognized in ra tes . An accounting order is  a  ra te -making mechanism whereby

a  re gula tory commiss ion provide s  spe cific de fe rra l a uthoriza tion to tre a t cos ts  in a  ma nne r tha t

diffe rs  from genera lly accepted accounting principles .

Arizona -Ame rica n se e ks  a n a ccounting orde r a uthorizing it to de fe r ca pita l cos ts ,

specifica lly P-AFUDC and deprecia tion expense  re la ted to the  Mohave  trea tment plant expansion.

S ta ff re comme nds  de nia l of a n incre a se  in the  e xis ting Moha ve  hook-up fe e  a nd8

9 denia l of accounting orde r for AAWC.

10 CONCLUS IONS  OF LAW

11

12

13

The  Company is  a  public wa te r/was tewa te r se rvice  corpora tion within the  meaning

The  Connniss ion has  jurisdiction over the  Company and of the  subject matte r of the

14 a pplica tion.

15 O R DE R

16

17

IT IS  THE RE FO RE  O RDE RE D th a t th e  a p p lica tio n  b y Arizo n a -Ame rica n  Wa te r

Company for an increase  in its  exis ting hook-up fee  is  denied.

IT IS  FURTHER ORDERED tha t the  hook-up  fe e  for a  four inch  s e rvice  la te ra l will18

20

21

19 remain a t $785.

IT IS  FURTHER ORDERED tha t the  hook-up fee  ra te s  for la rge r volume tric se rvice  la te ra l

s izes  sha ll be  a s  follows: s ix inch $l,770, e ight inch $3,l40, and ten inch or la rge r $4,910.

IT IS  FURTHER ORDERED tha t the  Arizona -American Wate r Company accounting orde r22

23 request is  denied.

24 IT IS  FURTHER ORDERED tha t the  Arizona -Ame rica n Wa te r Compa ny re que s t for a

25 mora torium is  denied.

26 IT IS  FURTHER ORDERED tha t Arizona -Ame rica n  Wa te r Compa ny is  o rde re d  to

27 comple te  its  Mohave  wastewater trea tment plant expansion in a  timely manner.

28
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1

2

3

IT IS FURTHER ORDERED that Arizona-American Water Company shall file with

Docket Control, as a compliance item in this matter, a revised tariff consistent with this decision

within 15 days of the effective date of this decision.

IT IS FURTHER ORDERED that this Decision shall become effective immediately.4

5

6 BY THE ORDER OF THE ARIZONA CORPORATION COMMISSION

7

8

9

1 0

1 1

COINHVHSSIONER COMMISSIONER
12

1 3

1 4

IN WITNESS WHEREOF, I BRIAN c. McNEIL, Executive
Director of the Arizona Corporation Commission, have
hereunto, set my hand and caused the official seal of this
Commission to be affixed at the Capitol, in the City of
Phoenix, this day of , 2007.

15

16

1 7

1 8

1 9

2 0

BRIAN c. McNEIL
Executive Secretary

2 1 DIS S E NT:

22

23 DIS S E NT:

24 EG]:DWC:1hm

25

26

27

28
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Arizona -American Wate r Company, Inc.
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RUCO
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1 0

11
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